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SAUDI ARABIA: KEY ECONOMIC INDICATORS 


All values in billions of current U.S. dollars unless otherwise indicated. 


Exchange Rate 
1981/82 US$1.00 % FY 
1982/83 US$1.00 1983/84 


Gross Domestic Product 153.9 126.8* 121.0 -4.6 

Per Capita GDP (in$) 19,481.0 15,645.0 14,578.0 -6.8 

Non-oil GDP 54.3 58.2 61.1 5.0 
Non-Oil Share 34.7% 45.9% 50.5% -- 


GOVERNMENT BUDGET 

Budgeted Revenue 99.0 65.2 -28.7 

Budgeted Expenditure 88.7 75.4 -17.5 

Actual Revenue 112.0 55.0 -22.5 
Of which Oil 97.0 39.0 -29.1 

Actual Expenditure 83.0 73.0 2.8 

Surplus -18.0 —-NMF 


MONEY, PRICES 
Money Supply (M3) 
Commercial Bank Reserves 
Demand Deposits 
Government (SAMA) 

Foreign Assets 
Commercial Bank 

Foreign Assets 
Inflation (% increase in 

non-oil GDP deflator) 

Consumer Prices (1979=100) 106.0 


BALANCE OF PAYMENTS & TRADE 1981 
Current Account Balance 42.6 
Exports 119.8 
To US 15.8 
Imports 35.2 
From US 7.6 
US Share (%) 21.4% 


OIL PRODUCTION 
Million Barrels Per Day 9.82 6.4 -34.8 -26 .6 


Principal imports from the U.S.: automobiles, trucks, and parts; aircraft, 
parts, and accessories; power generation circuity; mobile excavating, 
levelling, and boring equipment; wheat and wheat flour; airconditioning units. 


Saudi Fiscal Year: 1981/82 May 4, 1981 - April 23, 1982 
1982/83 April 24, 1982 - April 13, 1983 
1983/84 April 14, 1983 - April 4, 1984 


(*Estimate) 


Sources: Saudi Arabian Monetary Agency, Ministry of Finance Central 
Department of Statistics, Embassy and other estimates. 
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SUMMARY 


The economic retrenchment that began last year will continue in FY 
1983/84. Reduced oil income will keep government expenditures, which 
provide the main impetus for economic development, below the FY 1981/82 
peak. Few new development projects were funded last year, and fewer 
are expected this year. The private sector has continued to grow, but 
its heavy dependence on government outlays will mean slower expansion 
until oil production recovers. Agriculture remains the most promising 
sector of the economy, while construction and trade and retailing face 
consolidation. U.S. exports may level off in 1983/84 as growth in 
Saudi imports moderates, but promising opportunities remain in manpower 
development, agricultural equipment and services, and operations and 
maintenance. 


THE ECONOMIC SETTING 


Since the sharp rise in petroleum revenues began in 1974, Saudi Arabia 
has been one of the world's fastest-growing economies. Through Five- 
Year Development Plans, the Government has sought to transform its rel- 
atively undeveloped oil-based economy into a modern industrial state. 
Although all goals were not achieved, economic progress has been rapid, 
and standards of living have improved significantly. The dependence 
upon petroleum revenue continues (oil has traditionally accounted for 
about two-thirds of Gross Domestic Product (GDP), but the share of in- 
dustry and agriculture in total economic activity continues to grow. 


Saudi Arabia's first two development plans covering the 1970s emphasized 
physical infrastructure--telecommunications, roads, ports, electricity, 
and water. Results were impressive: paved highways tripled, power 
generation increased by a multiple of 28, and seaport capacity grew 
tenfold. The Third Plan (FY 1980/81-1984/85) involves some change of 
emphasis. Over a third of the development budget is allocated to ex- 
pansion and diversification of the "productive" sectors (primarily in- 
dustry). Infrastructure continues to receive sizable funding as second 
Five-Year Plan projects are completed and attention shifts to physical 
infrastructure outside the three major urban centers, but its share of 
total development spending is declining. By expanding the productive 
sectors the government hopes to reduce dependence on oil exports. Ju- 
bail and Yanbu, new industrial cities built to use indigenous oil and 
gas feedstock to produce steel, petrochemicals, fertilizer, and refined 
Oil products, absorb a large share of productive sector development ex- 
penditures. The Third Plan also emphasizes education and manpower 
training (to reduce heavy dependence upon foreign labor) and operations 
and maintenance, 


The private sector has become increasingly important, expanding its 
share in GDP to about 35 percent by 1981/82. Its main activity is still 
trade and commerce (the private sector accounted for 90 percent of 1981 
imports), but Saudi businessmen in recent years have invested in in- 
dustry, agriculture, banks and construction. These investments largely 
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have been a direct function of generous government incentives, facili- 
ties, and policy support. Industrial ventures are financed by long- 
term interest-free loans, benefit from subsidized utilities, and are 
partially protected from excessive local competition through registra- 
tion regulations, and from foreign competition through a modest pro- 
tective tariff and "Buy Saudi" provisions in government contracts. In- 
centives for agricultural investment are even more generous: direct 
subsidies for 50 percent of input costs, long-term interest-free loans 
for remaining inputs, free water, and support prices well above the 
world market level. Government-financed contracts are the mainstay of 
construction, accounting for 75 percent of total construction outlays. 
An increasing share are awarded to Saudi firms. Recent government de- 
crees allocate all service contracts and 30 percent of construction 
subcontracts to Saudi firms. Even the largest construction projects, 
formerly the domain of foreign contractors, are being divided to fa- 
cilitate local participation. The government has also stimulated the 
private sector's stake in economic development through stock offerings 
(with guaranteed rates of return) in various government corporations. 
Even the giant petrochemical industries now under construction will be 
offered for public subscription. Eventually, all sectors of the econ- 
omy, except petroleum extraction, will be owned by Saudi individuals or 
corporations. 


THE PAST YEAR 


A. Economic Growth 


Fiscal Year 1982/83 was a year of significant economic retrenchment. 
GDP declined by more than 17 percent, suddenly reversing a pattern of 
rapid growth only briefly interrupted in FY 1978/79. Real per capita 
GDP dropped by even more, although per capita income remains among the 
world's highest. Substantial cutbacks in oil production were respon- 
sible. Production fell from 9.8 mbd in 1981 to 6.4 mbd in.1982. Out- 
put in the early months of 1983 was close to 4.0 mbd. With oil ex- 
traction and refining accounting for more than half of total GDP, fluc- 
tuations in oil production have a pronounced economic impact. The 
non-oil sector fared better. Non-oil GDP increased 7.2 percent account- 
ing for 46 percent of total GDP. Its rate of growth, however, was 
slower than the two previous years, confirming that oil income levels 
have an impact on the private sector and government. Nonetheless, con- 
tinued non-oil GDP growth furthers a key government objective: re- 
duction of heavy dependence upon oil income. 


While macroeconomic indicators reveal a pronounced decline in FY 
1982/83, economic activity, particularly construction, agriculture de- 
velopment, and retail trade, appeared robust. A casual observer in 
any urban area will see considerable construction activity, with new 
retail establishments, office complexes, and residential units opening 
at a pace more associated with boom periods. This activity largely re- 
flects projects launched earlier. A lagged effect is to be expected, 
particularly in large-scale infrastructure projects with multi-year 
financing. Still, there were other signs of continuing prosperity. 
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Imports grew rapidly (16 percent), continuing the trend of prior years. 
Highest growth rates were for consumer products. Inflation moderated 
further. The non-oil GDP deflator reportedly increased by less than 

4 percent. Thanks to lower world-wide inflation and continuing sub- 
sidies on key consumer non-durables, consumer prices increased even 
less. 


B. Government Spending 


The budget projected expenditures 10 percent higher than in 1981/82. 
Actual spending was 14 percent less. Given rapid increases in govern- 
ment expenditures earlier (roughly 20 percent between 1980/81 and 
1981/82), this decline is significant. Early in the fiscal year when 
it became apparent that oil revenue was unlikely to reach projected 
levels, the government was forced to choose between a spending slow- 
down or drawing on accumulated foreign assets. They chose the former, 
as actual spending fell 22 percent below the budget. The brunt fell on 
development (project) spending, since there was little room to reduce 
recurrent expenditures (wages and salaries, operations and maintenance), 
and the government wished to maintain subsidies and budget allocations 
to the public lending agencies. As a result, development project dis- 
bursements were 33 percent below last year. Actual construction activ- 
ity may not have declined as much. Contractors continued working de- 
spite payment delays. Government officials contend that the develop- 
ment expenditure decline naturally resulted from completion of a number 
of expensive infrastructure projects. Certainly this is partially true, 
as major new airports, desalinization plants, and industrial infrastruc- 
ture in Jubail and Yanbu have been largely completed. However, many 
Third Plan projects were not started, and it appears that the govern- 
ment fell behind its planning target for development expenditures. 


Government expenditures did reflect Third Plan priorities, however. 
Transportation and communications took the largest share of non-mili- 
tary outlays, but expenditures began to level. Human resources devel- 
opment (education and manpower training) received the next largest share 
share. Spending actually increased over 1981/82. Expenditures for 
municipal services and economic resource development (agricultural, 
industry, electricity, and desalinization) also were sizable. Spend- 
ing for defense and security was cut back along with other expendi- 
tures but still maintained about a 30 percent share of budget spending. 


Although regional expenditure figures are not available, outlays appear 
to have supported government plans for balanced geographic growth. In 
the central region, rapid urban development of Riyadh was balanced by 
the emergence of agricultural centers in the areas both north and 

south of the Capital. In the eastern province, spending focused on 

the industrial city of Jubail and an upgrading of municipal services 

in and between Dammam, Al Khobar, and Dhahran. In the west, industrial 
and infrastructural development continued in Yanbu and Jidda, while a 
new Royal Commission for Medina was announced. Development continued 
to spread to areas outside the Jidda-Riyadh-Dhahran corridor. Outlays 





for power generation, transport infrastructure, and health and educa- 
tion reached rural areas as well as smaller urban centers. 


Cc. The Private Sector 


As shown by the better than 7 percent growth in non-oil GDP, 1982/83 
was prosperous for the private sector. However, gains were not evenly 
spread. Rapid agricultural growth continued and banking prospered. 
But construction and wholesale/retail trade were weak. Without recent 
data, trends in private investment are difficult to discern, but the 
emphasis on foreign placements probably continued as Saudi investors 
averse to risk,opted for the ease of European and U.S. investments 
with high interest rates. The private sector's contribution to gross 
fixed capital formation in 1981/82 was a modest $10.5 billion (only $4 
billion was non-construction), and little increase probably occurred 
last year. Risk-free public share offerings in government corporations 
and banks proved extremely popular, but did not have substantial im- 
pact on domestic investment because of their limited availability. 


In agriculture, the irrigated subsector grew tremendously. Subsi- 
dized loans and high guaranteed prices supported major increases in 
wheat acreage. Wheat production reached 300,000 MT. The government 
reaffirmed its commitment to high support prices, virtually assuring 
continued growth. Domestic dairy and poultry projects began to fill a 
large percentage of domestic requirements, and localized poultry sur- 
pluses generated discussion of exports. Livestock production contin- 
ued to increase, but investment in modern integrated production and 
slaughter operations lagged. Traditional agriculture (e.g., date 
plantations) also received government support, but new investment and 
production increases were modest. 


The construction industry began to feel the slowdown in government 
outlays for development. The paucity of new government projects, and 

a decline in the growth rate of residential construction in larger 
urban centers, left contractors with fewer opportunities. Recent gov- 
ernment legislation should give local contractors a larger slice of the 
shrinking pie, but some rationalization will occur. A cutback in ad- 
vance payments and some payment delays forced some construction firms 
to seek bridge financing late last year. 


Manufacturing remained promising. The number of licensed industrial 
establishments continued to expand. Production increases may have ex- 
ceeded the 15 percent rate of previous years, but the role of manu- 
facturing remains small (only 1.7 percent of GDP in 1981/82). The im- 
petus for industrial growth remained with the government as the Saudi 
Arabian Basic Industries Corporation (SABIC) gave full attention to 

the huge petrochemical, refining, and steel projects in Jubail and Yan- 
bu. Three projects were completed during the fiscal year. SABIC in- 
tends to allocate more downstream petrochemical projects to the pri- 
vate sector. Local entrepreneurs have responded to some petrochemical 
opportunities, but it is generally believed that a government lead will 
be required to develop new fields for private investment. Manufacturing 
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investments remained concentrated in building materials, but the move- 
ment toward consumer and capital goods projects continued. 


In retailing and trade, the dominant area of private activity, the year 
was one of both promise and concern, Increased consumer purchasing 
supported continued retail expansion and buoyed demand for imports. 
However, there was overexpansion in certain retail activities, causing 
intense competition and reduced profits. Operational efficiency and 
marketing were increasingly important to successful retail and whole- 
sale trade. Government efforts to economize on foreign purchases and 
rationalize import subsidies eliminated some lucrative profits of im- 
porters, and expanding numbers of foreign suppliers entering the Saudi 
market increased competition. 


Banking was another important private sector activity. Saudiization 
was completed with the formation of the United Saudi Commercial Bank. 
Public share offerings in the new bank were heavily oversubscribed. 
Without exception, banks earned substantial profits, benefitting from 
new rules restricting the banking operations of money changers, regu- 
lations limiting the role of offshore banks, and a highly publicized 
bankruptcy of a major exchange dealer. Branch banking steadily in- 
creased, along with assets. 


OUTLOOK FOR THE CURRENT YEAR 


Government spending plans for the current fiscal year (beginning April 
14, 1983) suggest that further consolidation will occur. Planned ex- 
penditures nominally are 7 percent higher than actual FY 82/83 outlays 
but remain below the FY 81/82 level. Given uncertainties over oil in- 
come as well as government budget underspending in recent years, ex- 
penditures possibly will not reach the planned level of $75 billion. 
In real terms, it is likely that government spending will not grow 
and could decline. 


The allocation of FY 83/84 funds reinforces the government's current 
development strategy. Aside from administrative expenditures, man- 
power development receives the largest share of non-military spending 
(15 percent) and for the first time is larger than transportation and 
communications, which will decline for the second consecutive year. 
Municipal services remain the third largest category. Government sub- 
sidy payments and appropriations to domestic development banks were 
cut, due to planned increases in gasoline prices and electric rates 
and anticipated increases in loan repayments. Military and security 
outlays increased slightly, maintaining a 29 percent budget share. 
Spending in the oil sector is expected to drop substantially, with cut- 
backs in employment already apparent. 


Expenditures for development projects are slated to increase nearly 20 
percent over actual FY 1982/83 levels to $38 billion, but only $3 bil- 
lion is for new projects. The small allocation for new projects is 
even below last year's depressed level ($5 billion). While assurances 
have been given that all delayed projects will be carried out, the time 
frame was not indicated. Possibly no major new projects will be under- 
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taken until the oil revenue outlook is clearer (perhaps the third 
quarter of 1983). 


The FY 1983/84 budget anticipates a $10 billion deficit financed by 
drawing on reserves. Saudi Arabia has not had a budget deficit for 20 
years. By opting for a deficit instead of expenditure cutback, the 
government seeks to reassure the business community, heavily dependent 
on government contracts and business. 


The outlook remains mixed for the private sector. The government is 
actively pushing private entrepreneurs to play a larger role in Saudi 
development and continues generous financial incentives, but rapid 
progress toward this goal appears doubtful. The exception may be agri- 
culture, where incentives are so generous that private investment mul- 
tiplies each year. Continuation of high price supports for wheat vir- 
tually assures further development of the irrigational subsector. In- 
dustry and manufacturing will develop more slowly. In the coming year, 
the building materials industry may contract as infrastructure develop- 
ment slows, but consumer goods continue to show promise. The recent 
abolition of tariffs within the six member states of the gulf coopera- 
tion council offers a slightly larger market for Saudi production of 
consumer (and some capital) goods. 


Construction may have a difficult year despite government efforts to 
give Saudi companies a larger share of the work. Two consecutive years 
of minimal project starts will mean little new work for Saudi or foreign 
companies at precisely the time when many large projects started a few 
years ago are winding down. Although government expenditures for op- 
erations and maintenance will decline slightly this year, there is 
probably greater scope for Saudi firms in this area. A government de- 
cree limiting service contracts to Saudi firms will contribute to this 
process. 


Trade and retailing face uncertain prospects. The import growth rate 
will drop significantly as the slowdown in development which began last 
year begins affecting imports of building materials, machinery, and 
other supplies. No real import growth is likely this year. Consumer 
purchasing power, which influences both imports and retail trade, is 
also unlikely to grow at former levels. The expatriate work force may 
level off, particularly the component involved in construction, and the 
decline in per capita GDP in FY 1982/83 could impact upon consumer 
spending. Continued expansion in retail outlets probably will outstrip 
whatever increase in demand occurs, further intensifying competition, 
reducing profit margins, and causing closures on bankruptcies for the 
least efficient. Banking should continue to grow, but new opportuni- 
ties are limited. One heretofore lucrative activity for the banks, 
perofrmance guarantees for construction contractors, will slow. Still, 
the banking industry will be strong, and if commercial banks play a 
greater role in industrial and commercial lending, their volume could 
expand considerably. 


The outlook for the foreign business community is not encouraging. To 
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the extent that the government succeeds in directing a larger share of 
available opportunities and sales to Saudi firms, the foreign firms 
will be squeezed. Foreign contractors will be especially hard hit, 

but firms handling sales and services must also expect difficult times. 
With the projected slowdown in both development and import growth, 
foreign suppliers will be hard-pressed to maintain sales volume. For- 
eign companies specializing in operations and maintenance may have 
brighter prospects, but they will need an active joint venture partner. 


COMMERCIAL IMPLICATIONS FOR THE UNITED STATES 


Saudi Arabia remains by far America's largest middle east market and 
its sixth largest worldwide. U.S. exports in 1982 totalled $8.5 bil- 
lion according to Saudi trade statistics ($9.0 billion according to 
U.S. statistics)--about 12 percent more than 1981. The U.S. for the 
first time in many years had a favorable balance of trade. Saudi Ara- 
bia undoubtedly will continue as America's best middle eastern customer 
despite oil revenue cutbacks. However, given the strength of the 
dollar, the U.S. market share may be reduced though nominal sales may 
increase slightly. U.S. exporters should expect increasing Saudi Cost- 
consciousness and tougher European and Japanese price competition. 
Nevertheless, American products and services enjoy a better reputation 
than competitors in numerous sectors, several of which (discussed be- 
low) offer excellent opportunities for U.S. exporters. This competitive 
edge, provided American willingness to offer competitive prices ard 
followup and service resources to the Saudi market, can lead to an in- 
creased U.S. share in these sectors. 


A. Manpower Development 


Manpower development--at the head of last year's list of "best pros- 
pects"-~-has become even more important in Saudi planning. Fifteen 
percent of non-military spending is allocated to this activity. Almost 
every Saudi Ministry or Agency is conducting or contemplating training 
programs for almost every aspect of its activities. Big American com- 
panies, which have long been engaged here in high-tech infrastructural 
development are now adding vocational and technical training to their 
services as a means of demonstrating their ability to respond to the 
country's needs and their commitment to a valued customer. Although 
the amount budgeted for manpower development is less than last year, it 
is about $1 billion more than actual spending. 


B. Agriculture 


This sector remains strong as the Saudis press toward their goal of 
self-sufficiency in certain crops, notably wheat. The grain and silos 
organization recently noted that 1982 production of 500,000 MT still 
lagged behind an ever-increasing demand which was placed at 900,000 MT. 
Equipment needs for new lands under cultivation provide an excellent 
opportunity. Another source of interest are requirements for techni- 
cal and managerial services. This past year new opportunities to 
Americans dealing in grain storage facilities were opened. The grain 
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and silos organization announced that its facilities were overwhelmed 
and individual farmers were required to provide on-farm storage for 
production exceeding 500 MT per farm. Interested U.S. exporters should 
be aware that a major problem in Saudi Arabia is the necessity for hu- 
midifying grain rather than drying it as in the-United States. 


C. Operations and Maintenance 


The. construction sector continues to decline. With the completion of 
many large projects, a new field is coming into great prominence and 
promises excellent opportunities for Americans, i.e., operations and 
maintenance (O&M). A recent U.S. Department of Commerce O&M Trade 
Mission generated great interest in opportunities in this area. The 
need for O&M services, along with reduced construction activity, has 
led some major U.S. construction-oriented companies to compete in this 
promising field. A note of caution: A recent Saudi decree provided 
that most O&M contracts would have a life of only one year. The Saudis 
are determined to limit such service costs. Another area offering op- 
portunity for American expertise is in design and consulting for munic- 
ipal» sewage and water distribution. Approximately $5 billion has been 
allocated for projects in provincial capitals and small towns through- 
out the Kingdom. 


D. Industrial Sector 


Industrialization is picking up steam despite manpower problems and 
lack of raw materials. Jubail and Yanbu have been and remain the focal 
point for industrialization. These cities are geared to provide for an 
intricate chain of secondary and tertiary "downstream" industries re- 
lated to or stemming from primary petrochemical industries. Americans 
interested in industrial development should be aware of a new Saudi em- 
phasis on joint venture industrial projects bringing together medium- 
size foreign and Saudi companies. The Treasury Department and the U.S. 
Department of Commerce in conjunction with the Saudi-American business 
dialogue have created a Joint Ventures Sub-Committee located in the 
Saudi Arabian/United States Joint Commission for Economic Cooperation 
(JECOR). Its function is to help Saudis and Americans find partners 

to undertake industrial projects in consumer or other sectors. With 
generous Saudi incentives, the industrial sector offers new and lucra- 
tive opportunities, but careful planning for financing, production, 
training, and marketing are required. Most of all, it requires the 
American partner's commitment of time, resources, and money to the 
Kingdom. 


E. Consumer Goods 


The expected levelling off in the size of the expatriate labor force 
should not affect American strength in the consumer market. The U.S.'s 
healthy share of foodstuffs and food equipment markets should not dim- 
inish. American sales of household furniture and furnishings can in- 
crease as the Saudi consumer becomes more sophisticated and demands 
better quality. Many foreign competitors' products are now seen as 
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shoddy and there is growing interest in American products. There is 
also a growing interest in leisure products and recreational equipment 
among Saudis, although most of the market will be from the expatriate 
community. For American firms seeking consumer market sales, awareness 
of competitors' prices will be important. 


F. Other Sectors 


There are good prospects for sales of health care equipment and sup- 
plies. At least six new government hospitals are planned as well as a:s- 
number of private hospitals. In health management, American companies 
continue to dominate major hospitals including a recent management con- 
tract for the new 500-bed Saudi Arabian National Guard Hospital in 
Riyadh. American firms continue to enjoy a primary position in com- 
puters and software. The government is computerizing record-keeping 
and American firms are providing most services. Trickledown effects 
into businesses and homes should benefit future U.S. sales of computer 
equipment and technology. 


G. Marketing Conditions 


Declines in government spending and project activities have intensi- 
fied competition in an already highly competitive market. While the 
decline in economic activity has been pronounced by Saudi standards, 
after four years of world recession the Saudi market, in relative terms, 
still offers many opportunities. Reduced government revenues have led 
to increasing governmental calls for greater private sector activities. 
While new emphasis on joint ventures for industrial projects may offer 
new opportunities for some, at the same time Saudi trade and commercial 
policy probably will be used to strengthen and protect domestic enti- 
ties. It seems assured that Saudi firms will play an increasing role 
in economic development. Americans desiring to do business in Saudi 
Arabia must be prepared to abide by regulations providing for protection 
of Saudi firms. 


Exporters should also be aware that sophisticated standards for many 
imported products are in effect and enforced. The consumer protection 
department is concerned with guaranteeing wholesomeness and safety in 
products for local consumption, especially foodstuffs. Food labeling 
and dating regulations are strictly enforced. The Saudi Arabian stan- 
dards organization (SASO) is increasing the number of standards for 
non-food products. Both for food and non-food products, failure to 
meet standards will result in lost sales. 


* U.S. GOVERNMENT PRINTING OFFICE: 1983-381-007:522 








